
ETATE DOCUMENTS COLLECTION

MAY 1 6 1978

MONTANA !ARY

930 E Lyndils Av3.

Helena, Monlaw 59601

STATE OF MONTANA

DEPARTMENT OF INSTITUTIONS

MOUNTAIN VIEW SCHOOL

Report on Examination of Financial Statements

Fiscal Years Ended June 30, 1976 and June 30, 1977

OFFICE OF THE LEGISLATIVE AUDITOR
STATE OF MONTANA

STATE CAPITOL • HELENA



Montana State Library

3 0864 1004 7685 5



STATE OF MONTANA

DEPARTMENT OF INSTITUTIONS

MOUNTAIN VIEW SCHOOL

Report on Examination of Financial Statements

Fiscal Years Ended June 30, 1976 and June 30, 1977

77-8





TABLE OF CONTENTS

Page

Appointive and Administrative Officials iii

Summary of Recommendations iv

Scope of Examination and Opinion vi

Comments

General •

Federal Grants
2

Unnecessary Records 3

SBAS and Central Payroll Records 3

Inventory Records 5

Vehicles and Maintenance
5

Deposits in the State Treasury 7

Girls' Accounts o

General
g

Authorizations to Charge the Girls' Accounts 8

Girls' Allowances
9

Checks Drawn and Deposited to the Same Account 9

Personnel Files ^q

Cafeteria iq

Employee Housing ^2

Bank. Account Controls 12

Medical Contract 13

School Land ^4

Final Comments
2.5

Financial Statements :

Balance Sheet, June 30, 1977 16

Statement of Revenue Compared to Revenue Estimates 17

i



TABLE OF CONTENTS (Continued)

Page

Statement of Expenditures Compared to Appropriations 18

Statement of Changes in Fund Balances 19

Statement of Expenditures By Object 20

Statement of Changes in General Fixed Assets 21

Statement of Changes in Trust and Other Fund Balances 22

Notes to Financial Statements 23

Agency Replies :

Department of Institutions 26

Department of State Lands 30

ii



APPOINTIVE AND ADMINISTRATIVE OFFICIALS

MOUNTAIN VIEW SCHOOL

Donald P. Robel

Allan Davis

Fred M. Swain

Superintendent

Assistant Superintendent

Business Manager

DEPARTMENT OF INSTITUTIONS

Lawrence Zanto

Roland E. McCauley

Jim L. Haubein

Director

Administrator
Corrections Division

Administrator
Management Services Division



SUMMARY OF RECOMMENDATIONS

As a separate section in the front of each audit report we include a

listing of all recommendations together with a notation as to whether

the agency concurs or does not concur with each recommendation. This

listing serves as a means of summarizing the recommendations contained

in the report and the audited agency's reply thereto and also as a ready
reference to the supporting comments. The full replies of the Depart-
ment of Institutions and the Department of State Lands are included in

the back of this report.

Page

Transfer to the general fund all reimbursements received
from general fund expenditures. 3

Agency Reply : Partially concur. See page 27.

Discontinue maintaining duplicate records. 5

Agency Reply : Concur. See page 27.

Discontinue maintaining duplicate inventory records. 5

Agency Reply : Concur. See page 27.

Compute miles per gallon on its vehicles for cost and

control purposes and to establish a basis for making
decisions as to use, acquisition, and disposition of

vehicles. 6

Agency Reply : Concur. See page 27.

Effectively use permanent meters on gasoline tanks to

control gasoline used by the school. 6

Agency Reply : Concur. See page 27.

Deposit donations and canteen sales in appropriate
accounts within SBAS

.

7

Agency Reply : The school will either place the funds

in the state treasury or obtain authorization to maintain
the funds in a non-treasury bank account. See page 27.

Correct the internal control weaknesses described above. 10

Agency Reply : Partially concur. See page 28.

Collect cash paid for meals at the business office. 11

Agency Reply : Concur. See page 28.

Issue prenumbered meal tickets to visitors. 11

Agency Reply : Concur. See page 28.
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SUMMARY OF RECOMMENDATIONS (Continued)

Page

Periodically check issued meal tickets against deposits. 11

Agency Reply : Concur. See page 28.

Charge visitors meal costs in accordance with the Depart-
ment of Institution's directive. 12

Agency Reply : Partially concur. See page 28.

That the Department of Institutions revise the housing
rental rates at all institutions in accordance with its

evaluation. 12

Agency Reply : Concur. See page 29.

Correct the cash internal control weaknesses described
above. 13

Agency Reply : Concur. See page 29.

Amend the medical services contract to specify additional
terms agreed to between the school and the doctor. 14

Agency Reply : Concur. See page 29.

That the Department of State Lands institute procedures
to increase the return to the state on its leased lands. 15

Department of State Lands Reply : Do not concur.
See page 30.





STATE OF MONTANA
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406/449-3122

MORRIS L BRUSETT
LEGISLATIVE AUDITOR

DEPUTY LEGISLATIVE AUDITORS:
JOSEPH J. CALNAN

ELLEN FEAVER

STAFF LEGAL COUNSEL
JOHN W. NORTHEY

The Legislative Audit Committee
of the Montana State Legislature:

We have examined the balance sheet of the Mountain View School as

of June 30, 1977, and the related statements of revenue compared to

revenue estimates, expenditures compared to appropriations, expenditures

by object, changes in fund balances, changes in general fixed assets,

and trust and other fund balances for the two years then ended. Except

as explained in the following paragraph, our examination was made in

accordance with generally accepted auditing standards and, accordingly,

included such tests of the accounting records and such other auditing

procedures as we considered necessary in the circumstances.

The condition of the school's accounting records relating to buildings

was such that we were unable to perform certain auditing tests and

procedures which we deemed necessary to comply with generally accepted

auditing standards. Historical cost records for buildings are not

available.

Prior to and during fiscal years 1975-76 and 1976-77, the school

received federal grants on a reimbursement basis. The school received

reimbursement for General Fund and Federal and Private Revenue Fund

expenditures and deposited the reimbursements for both funds' expendi-

tures into the Federal and Private Revenue Fund. Because the school
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received reimbursement for its General Fund expenditures, it should have

transferred reimbursements relating to General Fund expenditures back, to

that fund. Amounts remaining from these reimbursements totaled approximately

$23,000 at June 30, 1976 and $9,072 at June 30, 1977. These accounting

errors significantly misstate the school's cash and fund balances in the

Federal and Private Revenue Fund at June 30, 1976 and 1977.

In our opinion, because of the matters discussed above, the balance

sheet and statements of changes in fund balances do not present fairly

the Federal and Private Revenue Fund financial position as of June 30,

1977, and the changes in these fund balances for the years then ended.

In our opinion, the financial statements listed in the accompanying

table of contents other than those mentioned in the preceding paragraph

and the following paragraph, present fairly the financial position of

the various funds of Mountain View School at June 30, 1977 and the

results of operations of such funds for the two years then ended, in

conformity with generally accepted accounting principles applied on a

consistent basis.

Because of the matter discussed in the second paragraph, the scope

of our work regarding buildings was not sufficient to enable us to

express, and we do not express, an opinion on the statement of changes

in general fixed assets.

Respectfully submitted,

Morris L. Brusett, C.P.A.

Legislative Auditor

August 23, 1977
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COMMENTS

GENERAL

The legislature established the Boys and Girls Industrial School in

Miles City, Montana in 1893. In 1919 the legislature established the

Vocational School for Girls in the Helena Valley, and moved girls there

from the Miles City institution. In 1968 the legislature changed the

institution's name to the Mountain View School.

The Mountain View School has as its primary function the care,

education, training, treatment, and rehabilitation of delinquent girls

ten years of age or older and under 21 who are committed to the school

by a court as provided by law.

On July 1, 1977, the school implemented a pilot program in which

boys are committed to the school for 45 day evaluations only. Based on

the evaluations the school makes recommendations to the court regarding

further custody for the youths. At the present time seven boys are

included in the evaluation program.

During fiscal year 1975-76 the school operated five programs:

administration, care and custody, education and training, general services

and physical plant, and food service. At the start of fiscal year 1976-

77, the school rearranged and consolidated its programs. Presently, the

school's programs consist of administration, care and custody, develop-

mental, and community service.

The administration program has eleven employees who provide adminis-

trative services to the school and maintain the grounds. Administrative

services include accounting, budgeting, payroll, public information, and

overall management and maintenance of the school.

The care and custody program has 39 employees including cooks,

nurses, housemothers, and watchmen. They supervise and care for the

students. _1_



The developmental program has 20 employees who provide education,

guidance, and assistance to the girls. This program includes teachers,

counselors, psychologists, and caseworkers.

The community service program has one employee who arranges jobs

and activities outside the school. Some students attend public high

school, beauty school, or Carroll College.

During fiscal year 1975-76 the school had a total of 74 full-time

staff positions, total expenditures of $1,004,407, and had an average

population of 59 students. In fiscal year 1976-77 the school decreased

its full-time positions to 71, expended a total of $1,064,614, and had

an average population of 53 students.

FEDERAL GRANTS

Prior to and during our audit period, the school received federal

grants on a reimbursement basis. Each year the school submitted claims

and received reimbursement for a certain percentage of allowable expendi-

tures.

The school expended and was reimbursed for both general fund and

federal and private revenue fund moneys. Because the school received

reimbursement for its general fund expenditures, it should have transferred

these reimbursements to the general fund. However, the school deposited

these reimbursements in its federal and private revenue fund and built

up a cash balance in this fund at the expense of the general fund.

The following table shows the activity of the vocational education

account since June 30, 1970. This account comprises most of the school's

federal money and is included in the school's federal and private revenue

fund.
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for recording the school's financial activity. The school presently

maintains many of the same hand-kept records as it did six years ago

when SBAS was implemented.

Our review of the school's hand-kept records revealed that numerous

records maintained manually by the school duplicate those provided by

SBAS and the Central Payroll Division. For instance, when school

employees process a transfer-warrant claim, they record the claim

number, date, amount, vendor, program and appropriation charged, expen-

diture identification code, and warrant number. All of this information

is computer processed through SBAS and made available to the school at

month end.

The school processes over 1,000 transfer warrant claims per year;

therefore, a substantial amount of time is involved in recording this

information. The school also records numerous other SBAS documents in

hand-kept records, and at month-end, employees manually balance their

hand-kept records to SBAS.

School officials expressed concern that SBAS could not adequately

account for the school's federal funds. We discussed this concern with

Department of Administration officials who indicated that SBAS could

adequately account for the school's federal funds and that they would

aid the school in establishing appropriate accounts in SBAS to do this.

Since SBAS does not include accounting for fixed assets and inven-

tories, the school must maintain certain hand-kept records; however,

most of the school's hand-kept records involve duplication. The school

should review the need for maintaining all hand-kept records and should

discontinue maintaining duplicate records.
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RECOMMENDATION

We recommend that the school discontinue maintaining duplicate

records .

Inventory Records

The school maintains a perpetual inventory system to account for

numerous types of goods and supplies used by the school. We reviewed

the records to determine their accuracy and usefulness and found the

problem discussed below.

The school's accounting staff maintains perpetual inventory records

in the Administration Building. In addition to this system, the employee

in charge of the actual goods maintains a duplicate set of perpetual

inventory records. This duplication is unnecessary. The accounting

personnel should maintain the accounting records (accounting control)

and the warehouse employee should maintain control over the actual goods

(physical control). The school should require periodic physical inventory

counts by someone independent of the physical control and record any

discrepancies between actual inventory and the perpetual records.

RECOMMENDATION

We recommend that the school discontinue maintaining duplicate

inventory records.

VEHICLES AND MAINTENANCE

The school presently has twelve vehicles which it uses for various

purposes associated with the school and its operation. The school's

staff maintain records on each of its vehicles indicating gasoline usage

and miles driven; however, they do not compute the miles per gallon.

Information relating to cost and efficiency would be useful to the

school when acquiring vehicles, disposing of vehicles, or when making
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decisions as to every day use. In addition, significant variances in

miles per gallon could indicate that gasoline recorded as used in the

cars may have been used for unauthorized purposes.

The school should consider the cost and efficiency of its vehicles

when making decisions as to everyday use and also when purchasing and

disposing of vehicles. In addition, the school should compute miles per

gallon on its vehicles to enable better control over vehicle use and

operation.

The school has two bulk gasoline tanks for its vehicles and for

miscellaneous uses around the school. The tanks have both temporary and

permanent meters. Temporary meters record the number of gallons taken

out of the tanks, and employees can reset them to zero at anytime.

Permanent meters record all gas taken out of the tanks, but employees

cannot reset them—thus providing an excellent control to account for

all gas taken out of the tanks. However, the school does not require

its employees to use the permanent meters. They use the temporary

meters and do not account for all gas taken out of the tanks.

RECOMMENDATION

We recommend that the school:

1. Compute miles per gallon on its vehicles for cost and

control purposes and to establish a basis for making

decisions as to use, acquisition, and disposition of

vehicles.

2. Effectively use permanent meters on gasoline tanks to

control gasoline used by the school.
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DEPOSITS IN THE STATE TREASURY

The school receives and disburses money on behalf of the girls and

deposits this money in a local bank account. The deposits include the

girls' personal money; donations received from individuals and businesses

to be used for the benefit of the girls; and money generated and used

for the operation of a canteen which sells candy and pop to the girls.

Because the school deposits these funds in a local bank account,

SBAS does not reflect the financial activity or the school's related

liability with respect to the funds it holds. An Attorney General's

opinion is currently pending to determine the authority and responsi-

bility of the school in depositing the girls' personal money in an

Agency Fund Account within SBAS.

The school should deposit all donations and canteen moneys in the

state treasury in accordance with Section 79-306, R.C.M. 1947. Donations

should be accounted for in a Federal and Private Revenue Fund Account as

specified in 36 Opinions of the Attorney General, No. 106. In that

opinion, relating to donations received by the School for the Deaf and

Blind, the Attorney General stated:

"Cash gifts, income from gifts of real property, securities, and
the like should therefore be deposited with the state treasurer.
The Treasury Fund Structure Act has created the federal and private
revenue fund, wherein such gifts are to be deposited."

Canteen sales should be included in a Revolving Fund Account.

RECOMMENDATION

We recommend that the school deposit donations and canteen sales

in appropriate accounts within SBAS.
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GIRLS' ACCOUNTS

General

The school acts as custodian for girls' money and valuables.

During fiscal year 1975-76 the school received and disbursed more than

$20,000 and during fiscal year 1976-77 more than $25,000 on behalf of

the girls. As of June 30, 1977, the school held $9,026 for the girls.

Generally, the school receives girls' money by one of these methods:

girls receive money through the mail; girls bring money with them; or

the girls' family or friends bring money to the school. As the school

receives girls' money, the accountant deposits it in the bank. The

school maintains one bank account in which it keeps all girls' money.

When a girl needs money, the accountant draws a check on the bank account

and charges the respective girl's account. The school maintains manual

records indicating all receipts, disbursements, and the cash balance for

each individual girl's account.

We reviewed a sample of transactions from the girls' accounts and

reviewed the school's system of internal controls surrounding the

administration of the girls' moneys. We discuss our findings below.

Authorizations to Charge the Girls' Accounts

Normally, the school receives a signed authorization from each girl

to charge her account. This acts as control to assure each girl knows

of all charges against her account. However, we found that the school

does not always follow this procedure. For instance, when the school

releases a girl, she is either discharged completely or placed in the

supervision of an after-care worker of the Department of Institutions.

Occasionally, when the school releases a girl, she leaves her money in

the custody of the school. Later when she wants her money, she requests



an after-care worker or a social worker at the school to get It for her.

A school employee then writes a check and gives it to the after-care

worker or the social worker who sends it to the girl.

In many instances the school has no documentation supporting the

expenditure to assure the girl received or even requested the money.

The school should require and retain authorizations for all charges

against the girls' accounts. In addition, the school should send checks

directly to the girls whenever circumstances permit.

Girls' Allowances

The school receives a legislative appropriation each year to give

the girls a 25-cent daily allowance for spending money. To facilitate

giving the girls their allowances, the school processes a transfer-

warrant claim once a month and gives out allowances twice a month.

Under the school's present procedures, records are inadequate to determine

the amount of cash given to each girl at each allowance date. As a

result, school employees do not know how much money they should have

after they disburse the first allowance. The school should record the

amount given to each girl at each allowance date and require the girl to

sign for receiving the allowance.

Checks Drawn and Deposited to the Same Account

In addition to keeping each individual girl's money in one bank

account, the school also maintains certain other miscellaneous accounts

used for the benefit of the girls. The school uses one of these, the

recreation account, to initially purchase cigarettes for the girls. As

the girls receive their cigarettes, the accountant charges the respective

girl's account and credits the recreation account. According to school

employees, in order to do this effectively, they write a check drawn on
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the girls' accounts, payable to the school (the recreation account),

then deposit it back in the same bank account. This procedure results

in unnecessary paperwork involved in writing, recording, processing, and

filing of the check.

The school should simply reduce the girls' accounts and increase

the recreation account with an accounting entry and maintain support for

the transaction.

Personnel Files

The school maintains personnel files on each girl admitted to the

school. The files contain personal information about the girls and

their background. As girls are released, the school must seal the

personnel files and cannot reopen them without a court order.

In addition to the background information in the personnel files,

the school also places financial information relating to the girls in

the files. Because numerous girls attending the school during our audit

period had been released and their personnel files had been sealed, we

could not perform certain audit tests which require this information.

The school should retain only confidential information relating to

the girls in personnel files which are subsequently sealed. The school

should retain all financial information relating to the girls to enable

subsequent access.

RECOMMENDATION

We recommend that the school correct the internal control weaknesses

described above.

CAFETERIA

The school operates a cafeteria primarily for the benefit of the

girls. The school allows certain visitors to eat at the cafeteria,
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providing they pay for their meals. The school does not have an effective

means to assure that all visitors pay for their meals or that the money

collected is deposited in the treasury. The school allows either the

kitchen manager or the accountant to collect the money. They do not use

meal tickets. As a result, they cannot effectively account for all

visitors eating at the cafeteria or all money collected and deposited.

The school should centralize its receipting function at the business

office. The office staff should receive the cash and issue prenumbered

meal tickets to visitors. The kitchen manager should require all visitors

to present a meal ticket in order to be served and should cancel the

tickets upon receipt.

This procedure would assure the kitchen manager that all visitors

paid for their meals and would assure the accountant that only visitors

who purchased a meal ticket were admitted to the cafeteria. This

procedure would also provide the school with adequate controls to

account for cash collections and subsequent deposits.

The school charges visitors $0.50 per meal to eat at the cafeteria.

The school determined the approximate cost of providing meals for August

1977 to be $1.30. In February 1970 the Department of Institutions

issued a directive to all institutions to charge visitors for the cost

of meals. The school should charge visitors at least enough to cover

meal costs.

RECOMMENDATION

We recommend that the school:

1. Collect cash paid for meals at the business office.

2. Issue prenumbered meal tickets to visitors.

S. Periodically check issued meal tickets against deposits.
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4. Charge visitors meal costs in accordance with the Department

of Institution's directive.

EMPLOYEE HOUSING

The school rents housing units to a limited number of employees who

are needed in case of an emergency. Three employees presently live in

the school's housing units. Two employees receive housing for $15 per

month while the other receives his board and room at no cost. These

employees are available at the school to assist in emergencies. In our

report on Department of Institutions, Employee Benefits, dated October 29,

1974, we recommended that the Department of Institutions evaluate housing

rental rates at all institutions and revise the rates in accordance with

its evaluation. The department performed an evaluation; however, the

department has not advised the school of its recommendation.

RECOMMENDATION

We recommend that the Department of Institutions revise the housing

rental rates at all institutions in accordance with its evaluation.

BANK ACCOUNT CONTROLS

The school maintains two bank accounts outside of the treasury—

a

contingent revolving account and the girls' account. Bank accounts

outside of the treasury provide convenience; however, they do not have

the built-in safeguards of the transfer-warrant system. Therefore, the

school must use procedures which provide adequate internal control over

cash receipts and disbursements to compensate for the lack of built-in

safeguards.

One school employee performs nearly all functions related to the

school's bank accounts. The same employee deposits cash, prepares bank

reconciliations, prepares original entry books, and signs checks. In
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addition, the school has no independent review of reconciliations

prepared by this employee, and reconciliation procedures do not provide

for a review of cancelled checks. As a result, the school does not have

adequate control procedures to detect certain errors or irregularities

which may occur.

Other control problems we found follow:

—The school does not require periodic counting of the cash

funds by someone independent of the fund custodian;

—The school does not include its petty cash fund in its general

ledger;

—The school does not deposit money at least on a weekly basis;

—The school did not obtain authorization for its miscellaneous

accounts.

RECOMMENDATION

We recommend that the school correct the cash internal control

weaknesses described above.

MEDICAL CONTRACT

During fiscal year 1975-76 and 1976-77 the school contracted with a

doctor to provide continuing medical care for the students of Mountain

View School. The contract provided for an annual fee of $3,600 to be

paid on monthly installments. In addition to the annual fee, the contract

stated in part, "That surgical and obstetrical services shall be on a

fee for service basis."

We found that the school paid for medical services by the doctor

other than surgical and obstetrical in addition to the contract agree-

ment. These payments are not provided for under the contract. The

school should pay only those medical bills specified in the contract in

-13-



addition to the annual fee. If the parties to the contract later agree

to terms other than those specified in the contract, the school should

amend the original contract.

RECOMMENDATION

We recommend that the school amend the medical services contract

to specify additional terms agreed to between the school and the

doctor.

SCHOOL LAND

The school owns 240 acres of land in the Helena Valley of which the

school occupies approximately 35 acres. The Department of State Lands

leases the remaining land to a local farmer for $2,500 per year, or

about $12 per acre. The $2,500 lease for this land is above the minimum

set by the legislature; however, a Department of State Lands official

stated that the minimum set by the legislature is about 25 percent of

the cost of leasing private land.

The farmer obtained the lease through the Department of State Lands

by competitive bidding. However, the Department of State Lands does not

advertise state land for which a new lease will be contracted, nor does

the department notify surrounding farmers that they may bid on the

lease.

The Department of State Lands should strive to get the highest

possible return to the state for its land. Publishing advertisements in

local newspapers for land to be leased would provide a means of increasing

prospective bidders. In addition, notifying surrounding farmers of land

to be leased may increase prospective bidders.
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RECOMMENDATION

We recommend that the Department of State Lands institute procedures

to increase the return to the state on its teased lands.

FINAL COMMENTS

We have reviewed this report with the Superintendent of Mountain

View School, his staff, and, where applicable, the Director of the

Department of Institutions and the Commissioner of the Department of

State Lands. The full texts of their written responses to this report

begin on page 26.

We wish to express our appreciation to these officials and their

respective staffs for cooperation and assistance during the audit.
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MOUNTAIN VIEW SCHOOL
ALL FUNDS

STATEMENT OF CHANGES IN FUND BALANCES
FISCAL YEARS ENDED JUNE 30, 1976 AND JUNE 30, 1977

Balance July 1, 1975

Additions:
Appropriated from the

General Fund
Revenue and Income

Balance, June 30, 1976

Additions:
Appropriated from the

General Fund
Revenue and Income
Prior Year Income Adjustment
Prior Year Expenditure

Adjustment

General
Fund

-0-

1,011,527
360



O O \C

C* O ^J r- <r O CJ '

M o

r- <T O

OX>0*COO>jO

HI



</>

< -H r>-

-21-



MOUNTAIN VIEW SCHOOL
STATEMENT OF CHANGES IN TRUST AND OTHER FUND BALANCES
FISCAL YEARS ENDED JUNE 30, 1976 AND JUNE 30, 1977

Trust Other
Fund Funds Total

Beginning Balance, June 30, 1975 $ 9,004 $1,023 $10,027

Add:

Receipts 1975-76 23,352 4,928 28,280

Deduct:

Disbursements 1975-76 (26,825 ) (4,894 ) (31,719 )

Balance, June 30, 1976 5,531 1,057 6,588

Add:

Receipts 1976-77 30,976 4,710 35,686

Deduct:

Disbursements 1976-77 (28,904 ) (4,344 ) (33,248 )

Balance, June 30, 1977 $ 7,603 $1,423 $ 9,026
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MOUNTAIN VIEW SCHOOL

NOTES TO FINANCIAL STATEMENTS

Fiscal Years Ended June 30, 1976 and June 30, 1977

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The preceding financial statements were prepared from the Statewide

Budgeting and Accounting System with the exception of the financial

statements for general fixed assets and trust and other accounts. The

Statewide Budgeting and Accounting System does not include a system for

recording general fixed assets. The Statewide Budgeting and Accounting

System does provide an agency fund to account for moneys held and

disbursed by the state as custodian; however, the school did not record

its agency transactions in this fund. The financial statements for both

general fixed assets and trust and other accounts were prepared from

agency records.

The financial statements were prepared on the modified accrual

basis of accounting. Modified accrual is defined as "that method of

accounting in which expenditures are recorded on the basis of valid

obligations and revenues are recorded when received in cash. At the end

of a fiscal year, all valid obligations against an appropriation are to

be accrued as expenditures as provided by the law." (Montana Adminis-

trative Manual, 2-0240.40.) The school expenses inventories as items

are purchased.

2. COMPARABILITY OF FINANCIAL STATEMENTS

As discussed on page 1 of this report, the school rearranged and

consolidated its programs effective July 1, 1976. As a result, the

programs for fiscal year ended June 30, 1977 do not correspond to those

of the prior year.
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3. RETIREMENT PLAN

Employees of the school are covered by the Public Employees'

Retirement System or the Teachers' Retirement "System. The state contrib-

utes 5.55 percent of an employee's gross wages for the Public Employees'

Retirement System and 6.25 percent for the Teachers' Retirement System.

Employees contribute 6 percent of gross wages for the Public Employees'

Retirement System and 6.125 percent for the Teachers' Retirement System.

The school incurred pension costs of $38,751 during fiscal year 1975-76

and $42,601 during fiscal year 1976-77. The state's policy is to fund

accrued pension costs.

4. VACATION AND SICK PAY

Liabilities incurred because of employees' unused vacation and sick

pay are not recorded. The related expenditures are recorded when paid.

Permanent employees are allowed to accumulate and carry over into a new

calendar year a maximum of two times their annual accumulation of vacation.

Upon termination, qualifying permanent employees having unused accumulated

vacation and sick leave receive payment for vacation on a 100 percent

basis and sick leave on a 25 percent basis. The amount of the liability

associated with unused, accumulated vacation and sick leave at June 30,

1976, and June 30, 1977, is maintained on an hourly basis rather than by

dollar amount. The monetary liability is not calculated until an employee

terminates.

5. FIXED ASSET ACCOUNTING

The state's policy regarding fixed assets requires agencies to

capitalize only those assets which cost more than $100 and have a

useful life of more than one year. The school records all fixed asset

expenditures in the respective expenditure code regardless of cost,
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thus, the expenditure for fixed assets reported on the statement of

expenditures by object (page 20) does not correspond to the fixed assets

capitalized and shown on the statement of changes in general fixed

assets (page 21).

The school owns numerous buildings located in the Helena Valley.

Some of these buildings were built in the 1920' s, and the school did not

maintain historical records indicating the cost of many of the buildings.

The amounts reported for buildings in the financial statements are not

supported by historical cost records and have not been appraised to

establish amounts reported in the financial statements.
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j&ate of
(
Mantaxm

apartment of ^nsithtiums

GOVERNOR
Thomas L. Judge

DIRECTOR

Lawrence M. Zanto

BOARD MEMBERS
Zella A Jacobson great falls
Eldon E. Kuhns. billings
Willis M. McKeon. malta
Robert J. Pallo. kalispell
John W. Strizich. M.D.. Helena

Jijelena, 59601

October 21, 1977

Morris Brusett, Legislative Auditor
Office of the Legislative Auditor
Capitol Station
Helena, Montana 59601

Dear Mr. Brusett:

We have reviewed the audit report prepared by your Office on Mountain
View School. Our review was made in cooperation with Don Robel, Superin-
tendent of Mountain View School and Fred Swain, the Business Manager.

The report provides a very welcome service and is sincerely appreciated.

Our response to recommendations is attached.

LMZ: jw

Enclosure

Sincerely,

Lawrence M. Zanto
Director
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MOUNTAIN VIEW SCHOOL

RECOMMENDATION

We recommend that the school transfer to the general fund all reimbursements

received from general fund expenditures.

Mountain View agrees partially with the recommendation. In the
past the Vocational Education hunds have been used as match money

far Crime Control grants. To lose all. this money Mould prevent the

possibility Of) having match money far any future grant*. This

sltua-tlon mill be resolved li the O^lce oh the Superintendent oi

Public lnhtA.uctA.on awards the grant begone expenditures as they have

stated they will do.

RECOMMENDATION

We recommend that the school discontinue maintaining duplicate records.

The department o{ Institution* and the department oi Administration

will assist Mountain View School In reviewing all hand kept record*

and where possible eliminate those which duplicate the SBAS Reports.

RECOMMENDATION

We recommend that the school discontinue maintaining duplicate inventory

records.

Mountain View will discontinue maintaining duplicate Inventory records.

RECOMMENDATION

We recommend that the school:

1. Compute miles per gallon on its vehicles for cost and control

purposes and to establish a basis for making decisions as to

use, acquisition, and disposition of vehicles.

2. Effectively use permanent meters on gasoline tanks to control

gasoline used by the school.

7. Vehicle records will be revised and costs computed far each

vehicle.

2. Meter* will be used on the tanks to control gasoline usage.

RECOMMENDATION

An analysis of the funds will be made and Mountain View will work with

the Department of Administration to either put the funds into the treasury

or obtain authorization to keep the funds as non-treasury bank accounts.

An analysis od the hunds will be made and Mountain View will work

with the department oh Administration to either put the fands Into

the treasury or obtain authorization to keep the fands as non-treasury

bank accounts.





Page 2

RECOMMENDATION

We recommend that the school correct the internal control weaknesses
described above.

7. Kitencane wonkens wilt be contacted and instructed to send
wnitten nequestA ion student' S money.

1. Pnocedunes will be implemented to account Ion the allowances
given to the ginls.

3. Mountain [/tew will Atop the. pnocess oi wniting and depositing
checks in the same bank to change the gtnl's accounts ion.

ciganettes and miscellaneous items given to them.

4. To comply with this necommendation, Mountain View would have to

keep thnee sepanate iiles ion each student:

a. academic
b. {financial

c. pensonal

This would cneate a bunden ion the school keeping these iiles
sepanated and in onden. The school ieelA the punpose ion this

necommendation does not justiiy this extra wonk.

RECOMMENDATION

We recommend that the school:

1. Collect cash paid for meals at the business office.

2. Issue prenumbered meal tickets to visitors.

3. Periodically check issued meal tickets against deposits.

4. Charge visitors meal costs in accordance with the Department
of Institution's directive.

7-3. A pnocedune oi issuing meal tickets to vi^itons by the

business oHice will be implemented. Hecessany accounting controls

ion this money will be implemented.

4. Mountain View ieels they one complying with the Vepantment oi

Institution's Vinective 820.1 by changing 50$ pen meal ion visitons.

They will, howeven, make a complete analysis oi meal costs, and ii
thCs analysis shows that the cost is above 50$, consideration will,

be given to increasing the pnice oi the vtbiton's meals.

RECOMMENDATION

We recommend that the Department of Institutions revise the housing rental

rates at all institutions in accordance with its evaluation.
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Page 3

A housing policy ion Mountain View School has been implemented.
It fallow* the \onmat used at both Wanm Spnlngi> and Galen. This
allow* a *et nental bate, and percentage deduction* ion conditions
existing Kzgan.di.ng the employee and the housing unit. A nepont
o^ housing policies at each institution will be pnepaned and submitted
to the Committee on Vecemben 1, 1977.

RECOMMENDATION

We recommend that the school correct the cash internal control weaknesses
described above.

The School will implement betten pnocedunes ion. cash contnol.

RECOMMENDATION

We recommend that the school amend the medical services contract to

specify additional terms agreed to between the school and the doctor.

Mountain View agnees to wnlte the contract to mone cleanly *peciiy
what senvices will be neceived ion the annual $3,600. Services
not covened by the contnact will continue to be on a iee ion Aenvice
cost.

RECOMMENDATION

We recommend that the Department of State Lands institute procedures to

increase the return to the state on its leased lands.

The Vepantment oi State Lands will nespond to this necommendation.
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Ellen J. Feaver
Page 2

October 19, 1977

The Department of State Lands administers approximately 20,000
tracts of land. The department has not studied the proposal in detail,
however advertising costs for 20,000 tracts could very well be sub-
stantial and possibly exceed any return to the state. This could occur
because only a small percentage of the state tracts are subject to
competitive bid and there are many factors which enter into that situation
and they are not solely related to a lack of advertising. The department's
present procedures are guided by Section 81-407 which states:

. . .When a lease expires or is cancelled the department
shall immediately notify the holder of the lease and
all persons who have expressed an interest in leasing
the land during, or immediately proceeding , the term
of the expired or cancelled lease.

A record is made of all individuals who have expressed interest in

bidding on a particular tract and they are so notified at the time the
tract is subject to bid. The department does notify surrounding land-
owners when a vacant tract is open for bid.

As you know, the leasing procedures and returns to state lands are
largely controlled by legislative mandates. For example, the vast
majority of state owned land is classified as grazing land and the
noncompetitive rental for grazing land is established by 81-433 which
sets the rate at $.50 plus 3 times the average price per pound of beef
for the previous year. It is this figure which is substantially lower
than the average rate on comparable private land. As previously mentioned
there are many factors which contribute to the noncompetitive nature of
state tracts. Certainly there is an attitude among Montana's property
owners that it is not proper to bid upon a neighbor's tract; in addition
the preference right as contained in Section 81-405 possibly contributes
to the situation; and the checkerboarded nature of the state lands

certainly adds to the problem. The point being that advertising, by

itself, may have little if any impact on the revenue returns from state

school trust lands. As an alternative to the recommendation, the department
has considered compiling a list of all leases which expire in a given
year. Those lists would be compiled by township and range and would be

available to the public upon request. The department has upon request
compiled lists of expiring leases on a county basis and those are made

available to the public. To modify the leasing procedures and increase

the returns to the state consistent with private land holdings would
require substantial modification of the present statutes by the legislature.

470:

As a note of interest, the 1959 legislative session considered HB

A bill for an act entitled: An act to require the commissioner
of state lands and investments to advertise in official county

newspaper state agricultural and grazing lands available for

leasing; to provide that said advertisement shall be in some

section other than the legal section; and to provide for a

repealing clause.
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Ellen J. Feaver
Page 3

October 19, 1977

The Committee on State Lands, Forests and Parks reported a do not pass
recommendation which was adopted. In light of this legislative history,
the department would be placed in an undesirable legal position if it
were to follow the conclusions of the report.

If you have any questions or if I can be of further assistance to
you, please do not hesitate to contact me.

Sincerely^ -n

(Leo BeVry, Jr., Commissioner
Department of State Lands

sm
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